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ILLINOIS COMMERCE COMMISSION
DOCKET NO. 01-0701

REBUTTAL TESTIMONY OF KEVIN D. SHIPP

I. Introduction

Please state your name, business address and present position.

Kevin D. Shipp, 500 South 27 Street, Decatur, Illinois, 62521. I am the
Director of Gas Supply for the Energy Supply Management group
(“ESM”) for lilinois Power Company (“Illinois Power”, “IP” or the
“Company™}.

Have you previously submitted testimony in this proceeding?

Yes. On April 3, 1 submitted IP Exhibits 3.1 through 3.3.

What are your responsibilities in your present position?

[ am responsible for the dispatching of the Company’s gas supply
resources, storage facilities, and scheduling gas transmission pipeline
capacity. Additionally, gas resource planning and gas storage field
engineering support are included in my group.

I1. Purpose and Scope

What is the purpose of your rebuttal testimony?
The purpose of my testimony is to address Mr. Lounsberry’s conclusions
stated in his direct testimony. Specifically, I provide information

supporting the Company’s position respective to (1) Mr. Lounsberry’s
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incorrect general accusations/conclusions on the cyclical operations of gas
storage facilities, (2) the incorrect finding of imprudence associated with
the Company’s short-term derate of its Shanghai Storage Field (“SSF”,
“Shanghai Field”, or “Shanghai™), (3) the safe, reliable, and efficient
operations of the Company’s gas storage field facilities, and (4)
information resulting from the “Hillsboro Incident”, defined by Mr.
Lounsberry as the explosion which happened at the Hillsboro Storage
Field (“HSF”, “Hillsboro Field”, or “Hillsboro™) on December 16, 2000.
In addition to your rebuttal testimony in IP Exhibit 3.3, questions 1
through 54 inclusive, are you sponsoring any other exhibits?

Yes. IP Exhibits 3.4 and 3.5 were prepared under my supervision and
direction.

[T1. General Concern over Storage Operations

Are there questions or concemns you would like to address regarding
[Hlinois Power’s gas storage characteristics and operational attributes?
Yes. | have concerns that Mr. Lounsberry has made some geaeral
accusations and conclusions surrounding the Company’s gas storage
facilities and operations.

What specific concerns are you referring to?

For example, Mr. Lounsberry seems to imply that the Company should be
able to identify certain characteristics, immediately address a situation and

immediately verify any results from actions taken. As an example, Mr.
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Lounsberry’s theorizes that the Company would not have had to derate the
Shanghai field if “lost” (Mr. Lounsberry’s word) gas associated with a
metering error, identified by the Company, would have been re-injected
immediately. Mr. Lounsberry’s implies everything would have been
resolved after the gas was replaced, when in fact until actual results were
verified through an additional withdrawal season the Company could not
have known if anything had been corrected.

Why would Mr. Lounsberry’s assumption be incorrect?

The Company has two types of gas storage field facilities (a) dry gas and
(b) aquifers. The operational characteristics of an aquifer field are
substantially different as Mr. Hower explains in his testimony in this
proceeding {IP Exhibit 5.0). His testimony focuses on technical issues.
Mr. Lounsberry’s assumption regarding the Company’s ability to identify,
fix and verify deliverability issues at its aquifer fields is incorrect. Due to
the cyclical nature of the water drive associated with aquifers (the influx
and eflux that Mr. Hower talks about in his testimony), in most instances it
will take a minimum one to two years to positively identify a
characteristic, address that issue if necessary and verify the results of any
fix.

In the case of aquifer storage, would IP make any decision regarding

deliverability within a one-year time period?
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In most instances, by the pure nature of aquifer fields, and based on
different injection and withdrawal scenarios such as base loading
injections as opposed to end loading injections for example, one year’s
results are not sufficient evidence to alter deliverability ratings.

Other than inject/withdrawal scenarios, are there any other variables that
may affect the Company’s ability to diagnose, correct and verify any

changes in its aquifers characteristics?

~ Yes. Weather and consumption, or lack thereof, will have substantial

impact on the Company’s ability to diagnose, correct and verify any

changes based on the fact that IP’s aquifer storage serves a “captive” load.

‘Particularly in the case of Shanghai, if the Company and its customers are

‘not expetiencing a normal to severe winter season, the load the Shanghai

Field serves will not be adequate enough to fully test any changes made at
the field during the prior period. Unlike some other specific gas storage
fields, and the areas they serve, the load cannot be created to test the field.
Is it your opinion that for a decision to be deemed “prudent”, as that term
i3 defined by the Commission, the decision must be made within the
appropriate time frame?

Yes. but [ do not believe a “prudent” time frame is necessartly one year or
less in the case of the aquifer storage fields due to the cyclical nature, the

unknown characteristics, the influx and efflux of water, etc.
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1V, Shanghai Storage Field De-Rate
Was the de-rating of the Shanghai field in 2001 a prudent and timely

decision?

Yes, based on several prior years’ performance, even though well
enhancements and well treatments had been (and will be) performed,
Illinois Power could not have prudently begun the winter season of 2000-
01 knowing that the deliverability of Shanghai was in question. Itis
[llinois Power’s obligation by Commission standards to provide firm
service to our PGA (i.e., non-transport) customers. Based on current load
projections for the area that Shanghai serves, [llinois Power did not
believe we could serve firm customers on a most severe peak day without
incurring overrun penalties (if the gas was even available). The alternative
was potentially NOT being able to meet firm load demand due to the fact
we did not feel that Shanghai would perform at levels close to its
maximum rated deliverability.

Did Illinois Power make the decision to de-rate Shanghai with significant
justification?

Yes. In the past several years, Illinois Power has seen several
degradations to the Shanghai field. These include but are not limited to
the sanding of the F-5 A well and the scaling in perforations at other wells.

These problems either have been corrected or will be corrected in 2002,

but how they reflect on deliverability has not been completely verified
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using actual data. The actual operating data for peak condition after the
corrections does not exist since we have not experienced the weather or
the load levels that would be expected in a most severe peak year.
Therefore, [llinois Power had little choice, in its opinion based on the
information available at the time, but to de-rate the field in order to assure
the Company could meet its obligations to its firm customers.

Mr. Lounsberry states that IP has been reactive and not proactive
regarding its storage fields. Do you believe that [llinois Power has been
proactive in identifying problems and taking corrective action in regards to
its Shanghai Storage Field?

Yes, [llinois Power has been proactive in identifying and correcting
problems at the Shanghai Field. In order to ensure deliverability and
avoid problems, [P has initiated numerous projects to circumvent potential
problems while trying to ensure the maximum deliverability ratings. The
projects are part of an ongoing program at Shanghai and date back several
years. Some examples of projects include (1) repairing of casing leaks, {2)
re-perforations of the wells at Shanghai in the mid 90s, (3) chemical
treatment of wells, (4) continuation of semi-annual well [ogging program
for inventory verification, (5) 2-D seismic survey and interpretation, (6)

upgrades to the plant control systems, and (7) reservoir modeling. lllinois

Power will continue to proactively correct and verify corrections and
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remediation, all within the context of the storage operations cycle
described earlier in my testimony.

Could you provide a timeline of specific enhancements and studies that IP
has performed that depicts that Illinois Power is being proactive in its
monitoring and verification process?

The timeline for Shanghai specific projects is as follows:

1993

Reperforated 3 wells at Shanghai

Began development of reservoir simulator model

1994

Casing Leak Repair

Addition of Charcoal Filters

Moved Overhead Wires — Moberg # 1

1995

Control System Upgrade

1996

Vertical Seismic Profile

Replace Dump Valves at 8 Wells at Shanghai

Replace Re-Boiler and added Thermal Oxidizer

1997

Leakage Study

1998
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Installed Gas Scrubber

1999

2-D Seismic

2000

Peak Day Study Review

2001

Well Treatments

2002

Deliverability Enhancement Treatments

Sand Fix F-5-A

In addition to these specific projects, [llinois Power runs Neutron Logs at
Shanghai both in the spring after the withdrawal season and also in the fall
after the injection season.

Do you believe the sole reason that IP experienced deliverability problems
and ultimately the de-rating of the field was due to the incorrect inventory
levels that occurred during the 1995-2001 time pertod?

No. Even though the inventory level was incorrect during these years, the
corrected inventory levels were such that the field would have been
adequate to allow peak day deliverability had this been the only concern at

the field.

Has [llinois Power ever had a total inventory less that what it now holds?
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Yes. In the late 1980°s, in four consecutive years, Illinois Power only had
total inventory in the field of 10 BCF, (11.3%) less than the 2001
inventory of 11.3 BCF and did not experience deliverability problems.
Mr. Lounsberry mentions at page 8 beginning at line 155, that [P uses
various methods to vernify its inventory at its storage fields, please explain.
The methods that Illinois Power uses to verify inventory at its aquifer
fields include neutron logging in the spring after the withdrawal cycle is
complete, and also in the fall after the injection cycle is completed.
Itlinois Power also performs peak day and hourly testing at peak rates at
specific inventory levels, well pressure monitoring on a daily basis as well
as seasonal through the monitoring wells, daily inject and withdraw
volume monitoring both from a storage level and daily validation from the
toad summary and forecast. Illinois Power has also performed 2-D
seismic survey to assist in monitoring and field characteristic verification.
Illinois Power is currently in the process of developing reservoir modeling
at the Shanghai facility. Illinois Power also monitors and limits hourly
and daily “drawdown pressures” of the aquifer fields.

In general what does each of these methods provide in the inventory
verification process?

In general, neutron logging, peak day testing, well pressure monitoring,
and volume monitoring, when utilized consistently on an annual basis,

provide inventory verification and operational guidance for the field. Mr.
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Hower provides more detail regarding inventory verification and

monitoring in his testimony.

In Mr. Lounsberry’s testimony, he discusses the use of hysteresis graphs
as a too] to verify inventory. He states that IP does not use this tool in its
current process of inventory verification. Mr. Lounsberry goes on to state
in lines 254-257, “Had IP made use of this important diagnostic tool, it
could have identified problems at the Shanghai storage field much sooner
and without incurring the need to...”, do you agree with Mr. Lounsberry’s
statements about hysteresis graphs and his conclusion in regard to IP
identifying the problems at Shanghai?

[ believe that hysteresis graphs are another tool to monitor and verify
inventory. Illinois Power already uses many tools to provide the function
of inventory verification. As Mr. Hower explains in more detail, the same
data that would be in a hysteresis plot is utilized by IP in other graphic
representations, specifically volume-time plots. [n the case of Mr.
Lounsberry’s statement that had IP made use of this tool it would have
only provided the same results as IP has seen with other inventory
verification methods. In fact, since the incorrect inventory levels were not
recognized until 2000, the data [P would have used to make these plots

would have been incorrect and only shown an incorrect plot, sort of the

theory of “garbage in — garbage out.”
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Could you describe the metering error that occurred at the Shanghai field
between the years 1995-20007

The metering error at the Shanghai field during those years was due to the
wrong K-factor constant being used in the gear ratios of the turbine meters
on both the inject and withdraw metering. This resulted in undermetering
of the gas withdrawn and over métering of the gas injected. The metering
error existed since the control upgrade at the Shanghai field in 1995. Mr.
Lounsberry refers to this as “lost” gas, however, the Company would
classify it as misaccounted for gas. The gas was used by customers.

Why and when was the metering error detected at the Shanghai field?
After the season of 1998-1999 in a winter operations review meeting,
Ilinois Power decided to initiate a review of all storage fields for accuracy
and deliverability to address certain issues that had been noticed in the
prior winter. One of the items to check for accuracy included the metering
at all the storage fields. Since the aquifers (i.e. Hillsboro and Shanghai
storage fields) are the largest plants, they were checked first. As noted in
Mr. Lounsberry’s testimony, an orifice problem was discovered at
Hillsboro. When the Shanghai metering was checked, it was noted that
the incorrect K-factor had been in place since the control upgrade in 1995.
The meiering error at Shanghai was in the computer settings, not actually

in the turbine meters.
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Were there any other significant factors related to the metering error at
Shanghai that would have hidden the metering error in terms of inventory
verification?

Yes. A casing leak at the Moberg #1 well had been detected in the early
90’s. The amount of suspected leakage was approximately 661,000 Mcf.
During the time period of 1995-1999, the same time the metering error
occurred, the Company was injecting additionat gas to make up for the
gas lost due to the casing leak, The amount of gas, 661,000 Mcf. was
close to the amount of net gas due to the metering error, therefore, it
would be very difficult to detect the metering error.

Mr, Lounsberry implies that IP’s answers to data requests relating to how
[P became aware of the error at Shanghai are inconsistent with
information he received verbally on June 11, 2002. Do you feel there are
any discrepancies in the data that Mr. Lounsberry received both verbally
and in data requests regarding the explanation of how [P became aware of
the metering error at Shanghai?

No, [ do not. In DR 2.168 Mr. Léunsberry specifically asks for how the
Company became aware of the inventory problem at Shanghai. P
responded specifically about Shanghai but did not include the additional
information concerning why all storage field metering was being checked.
In the verbal data that he received, the IP employee simply expounded on

the fact that all metering was being checked and that a problem with the
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orifice metering at Hillsboro was identified. IP did not check the metering
at Shanghai due to finding a problem with orifice metering at Hillsboro
because Shanghai does not utilize orifice type metering, it has turbine
metering. The metering error led directly to discovering the inventory
problem.

Mr. Lounsberry also states that he received conflicting information
regarding detection of gas in monitoring wells at the Shanghai field. Is
this accurate?

No, 1t is not. Mr. Lounsberry specifically asked two questions in DR
2.170. which states “Is it correct that the observation wells at the
Shanghai Field will show or detect natural gas when the field is
completely filled prior to the start of the withdrawal season? Provide the
years that the observation wells did not show or detect natural gas at
Shanghai at the start of the withdrawal season prior to January 2000. If
gas was not detected or observed, then explain what, if any, inquiries were
made as a result.” The correct answer is the one provided, that there were
no years that gas was not detected in the monitoring wells. What the IP
employee told Mr. Lounsberry in his June | 1™ visit was that in the prior
years, the wells had not “gone to gas”. Perhaps there is a difference in
understanding of terms between [P and Mr. Lounsberry. When IP refers
to a well, “going to gas”, IP’s definition is that there is a much higher gas

saturation at the well head. At that time, IP valves the well off so we are
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not veriting gas to the atmosphere, and continues to monitor the pressure at
the well. The fact of the matter is, whether you detect gas at the
monitoring wells or not, it is not indicative of having a deliverability
problem.

Was IP prudent in its timing of the replacement of the misaccounted for
gas associated with the metering error at Shanghai?

Yes. Based on historical seasonal load patterns (more gas remaining at the
end of the withdrawal season than the demand in the area would be
anywhere from 1-1.8 BCF), IP did not immediately see the purpose of
injecting additional gas which would not be able to be retrieved based on
limited demand. Unnecessary injection of unrecoverable gas ultimately
results in a higher cost to our customers.

Were the Company’s actions around the issues of deliverability and
ultimately de-rating of the Shanghai field prudent?

Yes. The conclusions that Mr. Lounsberry uses to support his position of
imprudence are not valid based on the testimony and exhibits Mr. Hower
and [ have provided in our rebuttal testimonies. The monitoring and
verification processes, the projects and enhancements, historical operating
characteristics, and the obligation to serve firm customer demand all
substantiate the prudent and ethical decision to de-rate the Shanghai field.

Since the facts do not support Mr. Lounsberry’s conjecture, his
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conclusions must be based on his opinions, which are insufficient under
the Commission’s definition of prudence and imprudence.

Do you agree with the disallowance proposed by Mr. Lounsberry?

No. Illinois Power acted in a safe, reliable, and prudent manner in regard
to the Shanghai Storage Field derate and there should not be any

disallowance.

V. IP’s Commitment to Storage
Do you agree with Mr. Lounsberry’s statements throughout his testimony
that the Company is not operating its storage in a safe, reliable and

efficient manner?

. No, Illinois Power is committed to both operational and financial support

of its assets. Historical financial expenditures and historical operating
practices along with the plans and expectations IP has for the future at its
storage fields prove that [llinois Power operates its storage fields in a safe,
reliable and efficient manner. In fact, based on the evidence one could
assert our safety, reliability, and efficiency is above the standard.

Please describe the projects and enhancements [P has made from 1994 to
2001 at its storage fields.

The projects and enhancements that IP has made at its storage fields are
listed by calendar year along with a brief description in Exhibit 3.4.
Please describe any future plans [P has regarding storage safety and

reliability.
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Before 'providing specific plans, generally, Iilinois Power’s plan for
storage in the future is 10 continue to support its storage deliverability
and improve its ability to understand and diagnose potential problems
with its storage fields. The current plans for the future include

(1) continuing to improve the reservoir modeling at Hillsboro and
Shanghai, (2) performing chemical well treatinents at Shanghai

and Hillsboro, (3) gravel-pack sand fix of wells F-5-A and Snyder #2,
(4) installation of downhole safety valves, (5) continuation of neutron
logging, and (6} planned upgrades of mechanical equipment.

With respect to safety and reliability in particular does IP agree

with Mr. Lounsberry’s assessment?

No. Before getting in to details of Mr. Lounsberry’s testimony, I want to

point out that the first and foremost reason that [llinois Power decided to

retire the Freeburg Propane Plant was gafety and reliability which, the
Commission agreed was a concern, although Staff thought the savings to
not retire the plant, outweighed the safety and reliability concern at that
time.

Tumning to the statements in Mr. Lounsberry’s testimony, 1 would like to
make several observations, First, to address the issue of safety in our
storage fields, [llinois Powers’ storage fields have an excellent record of

safety, In fact, in the last ten years, [tlinois Power has had only 3 lost time

accidents at the fields, and in the last four years there have been @ lost time
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accidents. In 2001, the storage field personnel achieved the highest safety
rating at Illinois Power by receiving the “Chairman’s Safety Award.” This
is an impeccable record with 17 employees over a ten year time period.
One of [llinois Power’s goals is to promote safety throughout the
Company. In this context, the storage field operators have also had
extensive training in several areas of safety including but not limited to,
mandatory CPR training, first aid training, operator qualification program
and fire safety training. In addition, to the best of my knowledge, Illinois
Power has never had an incident which involved the public safety at any
of its gas storage facilities.

Second, I disagree with Mr. Lounsberry’s concern that the reduction in
manpower levels at the storage fields contributes to the lack of safe,
reliable, and efficient aperations of the fields.

In 1995, Illinois Power adopted a manpower plan that instituted a self-
directed work team philosophy. Though this plan included a reduction in
supervisory positions, it also at the same time, upgraded one of the
operator’s positions at each field, which had previously had an assigned
supervisor, to a foreman’s position. In conjunction with this manpower
plan, the operators, who have more than 200 years of gas storage service
combined, have increased their level of expertise through various methods
of education. Those methods of education include:

Appalachian Gas Measurement Course
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Fisher Control and Regulator School

Coastal Dehydration Seminar

Purdue Corrosion Short Course

G. E. Fanuc PLC Programming Course

Electrical Maintenance Seminars

MEA Gas Operations Conference

Fire Fighting School - Nigas

Dresser Rand Compressor School

American Welding Conferences

Annual Best Practices Meeting

DOT 192/ICC Seminars

Apprentice Training Program

On-Site training for Valve Maintenance

Can you explain the concept of a self-directed work team?

Yes I can, A self-directed work team is a group of individuals that
have the same duties and responsibilities as everyone else in the group.
The group of individuals is the “owners” over the processes and functions
that they perform and the group is considered the “owner” of the
process/asset. They also have the responsibility and accountability over
their processes. In the case of the storage fields, each field has a team.
That team is responsible and accountable for the functions that are

performed at the field. it basically goes back to the old adage that two
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heads are better than one or in this case 3 or more heads are better than
one. Instead of a dedicated supervisor telling the workers what to do, a
self-directed team works together to identify and develop processes and
functions necessary to provide safe, reliable service from the fields. The
teams are supported by technical experts from central staff.

Does this mean there is no supervisor at the storage fields?

No, we still have one manager of storage that oversees all of the storage
fields.

What was the supervision level at the time the degradations and metering
error occurred at Shanghai?

During the period 1995-2000, there was one supervisor and three
operators responsible for the Shanghai field.

Has the replacement of the supervision at the storage fields been a
detriment to the operations of the fields?

No, the exact opposite of that conclusion is the case. With the operators
completely responsible for the field, the fields are more reliable, safe and
efficient. Also, with the electronic upgrades and utilization of advanced
technology, it has allowed the operators to become more familiar and gain
more expertise at operating the fields. Additionally, the overali
supervision of gas storage facilities is still the responsibility of an
individual that has been in a storage field supervisory position, with IP,

since 1992,
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Does the self-directed work team at the field make the decisions regarding
storage field inventories and deliverability?

No, the team does not. [llinois Power employs engineering experts in the
field of storage and geology at its headquarters staff. The field operators
have input based on the operations of the field and the data they provide,
but the ultimate recommendations for decisions regarding inventory and
deliverability are made by the technical staff and hired consultants, The
self-directed teams work with their supervisor and central staff to identify
recommendations regarding the fields.

Has Illinois Power been satisfied with its self-directed work team plan?
Illinois Power has been more than satisfied with the self directed team
concept, Management believes, and maybe more importantly the storage
field personnel believe, that all storage field personnel play an important
role in overseeing the storage fields. The facts in this case do not support
Mr. Lounsberry’s conclusion that the Company is not operating its gas
storage fields in a safe, reliable and efficient manner. Indeed, our
employees af the storage fields took offense at his aspersions to the
contrary. Mr. Lounsberry should, at a minimum, retract his statements
within the record of this proceeding.

Would you please describe, in more detail, your response to Mr.

Lounsberry’s concern regarding reliability?
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Yes. The storage fields have never been unreliable. Although we have
changed the maximum rating of our two aquifers, no field has not
produced when asked to by our planning or dispatching groups. Asa
matter of fact, some of our fields have even operated above the maximum
rating for short periods when the forecasted daily load exceeded the daily
forecast. As another example of reliability of storage, and the knowledge
of the operators, after the Hillsboro incident in December of 2000, the
other gas storage facilities increased their production to make up for the
lost production at Hillsboro. If the plants had not been reliable and
efficient, the plants would not have been able to absorb on no notice in the
middle of the winter the additional load put on them at the time of the
incident,

[n regard to storage reliability and forecasting, the storage fields are part
of the suppty-planning portfolio for a most severe peak day. As a matter
of fact, the storage fields with two fields dg-rated will provide
approximately 42% of our most severe peak day. If Illinois Power did not
believe the storage was safe and reliable, it would not plan on serving 42%
of the Company’s peak day load with them,

Do the storage fields operate in an efficient manner?

Yes. [ believe all of our storage fields operate in an efficient manner.
With the advanced techrology available, Illinois Power has increased

efficiencies at our storage plants. Some of the efficiencies include the
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improved automation and remote control of our control systems at the
plants. All the plants, except Eden, have new control systems in place to
make the plants more efficient in both their operation and the ability to
monitor the plants. Besides the control upgrades at the plants, dispatchers
in Decatur are now able to monitor the status and operations of the plant.
Illinois Power has adopted a standardized set of operations software at
operator’s interface so, if needed, the operators could control any field, not
just their assigned field.

Has Illinois Power received any ICC non-compliance at its storage field’s
locations?

In the last ten years, Illinois Power’s natural gas storage fields have
received just one non-compliance. The one non-compliance at the
Centralia field was relatively minor and has been fully corrected.

Do you believe there have been cost efficiencies at the storage fields?
Yes. O & M expenses for the plants have basicall_y remained at the same
level for the past 10 years, even though the Company is continually
enhancing and upgrading the fields, as noted above. Improved processes,
lower cost of material and the reduction in the number of supervisors have
nonetheless resulted in the same or greater direct O & M expenses being

put into the storage assets.
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V1. Capital and O & M Expenditures

Mr. Lounsberty seems to imply in Exhibit 2.00 that Illinois Power is not
spending enough capital dollars at its storage fields. Do you agree with
Mr. Lounsberry’s assumptions and conclusions?

No, [ do not. Illinois Power continues to invest capital dollars, as deemed
necessary, to support its gas storage fields. However, most of the
enhancements and projects that have been done at the fields are O & M
projects. Once again, since we have maintained virtually the same staff
and are doing all the projects we are doing, obviously our storage plants
operate in an efficient manner.

To the best of your knowledge, did Mr. Lounsberry make any effort to
find out about the accounting treatment for various projects and
enhancements made at the storage fields?

With the exception of the new well at Hillsboro and the work by one
contractor, Halliburton, Mr. Lounsberry did not ask anything about
accounting treatment of other projects or enhancements. The Company
believes the statement Mr. Lounsberry makes at line 588 of his direct
testimony is another indirect “shot” at the Company to enhance Mr.
Louns.berry’s judgmental opinion of the Company’s management of its
storage operations.
Do you know how the Company accounts for, either capital or O & M,

projects and enhancements at the storage fields?
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Yes. Exhibit 3 & lists the projects and enhancements that have been done
at the storage fields. The list shows the year the project was done, the
field where the project was done, a brief description of the project or
enhancement, and the accounting treatment for that project, either capital
of O & M.

Do you agree with Mr. Lounsberry’s conclusion that Illinois Power is
being reactive and not proactive (lines 600-609, Exhibit 2.00)?

No, I do nat. Illinois Power has an obligation to its PGA customers to
provide the least cost gas supply and that the cost associated with that
supply be prudently incurred. At the same time, [llinois Power has the
responsibility to consider how its actions will affect its customers in other
ways. There are some solutions to problems that may be more prudently
solved by more than one method, the costs of which may for some of
those methods be included in PGA costs and the costs of other methods of
which may be included in base rates. The bottom line is that IP should
strive to find the least cost method. Mr. Lounsberry does not address this
balancing.

Do you have any other statements with regards to Mr. Lounsberry’s
assumptions and conclusions about capital dollars?

Yes. Mr. Lounsberry uses the two highest years’ budgeted doilars to
compare with the two lowest years. As explained in data request Eng.

2.171, the specific years, 1997 and 1998, were much larger due to specific
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large budgeted projects to be performed. If you subtract the large
budgeted items from those years, the capital budgeted dollars has
remained fairly constant over the years (See IP Exhibit 3.5). Also, even if
one were to merely look at the data Mr. Lounsberry cites, it become
obvious that IP is proactive with regard to its fields: in three out of the last
five years, [P spent more than its budget, when that was deemed
necessary.

VIL Hillsboro Incident
Mr. Lounsberry includes several pages of testimony in regards to the
Hillsboro incident. Does he indicate the reason for submitting this
testimony about an accident that occurred in 2000, in the reconciliation
year of 20017
Yes, Mr. Lounsberry included this issue at this time to try and substantiate
his position that Illinois Power does not operate its storage fields in a safe,
reliable and efficient manner,
Do you agree that the Hillsboro incident provides that evidence?
No, quite the contrary, I believe the Hillsboro incident proves that [llinois
Power does operate its facilities in a safe, reliable, and efficient manner.
Can vou explain how the incident proves [llinois Power’s point?
Yes. llinois Power is in a potentially dangerous and hazardous business
on both the gas and electric side of the business and thus we face the risk

of such occurrences. The fact is that the Hillsboro incident is a perfect
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example of how the Company operates its storage fields in a safe, reliable
and efficient manner. For example, the operator on duty was properly
trained to assure the immediate and safe shutdown of the plant. The
operator, based on his experience level and training, successfully put the
plant in Emergency Shut Down (“ESD”). The ESD system at the fieid
operated correctly. The public’s safety was never compromised, in fact,
there were no public emergency personnel needed, or called upon due to
the incident. Additionally, within 48 hours, consulting engingers were on
site to analyze the event and to determine the root cause of the incident.
Also, within 48 hours, the plant operators had restored transfer capabilities
between the north and south regions, a mechanism/process that helps the
Company provide the lowest cost gas to its customers. Finally, within 5
days, the operators had 65% deliverability from Hillsboro restored, and
within 5 weeks the plant was restored to 100% deliverability,

Though not in this reconciliation period, did the ICC ever issue any
reports or citations regarding the Hillsboro incident?

Yes, the ICC issued a report in November of 2001, regarding the incident.
However, no citations were issued by the Commission. The Company
received through the ICC and its own consuitants report seven
engineering/operational recommendations. All of the recommendations

have been implemented.
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VIII. CONCLUSIONS

Do you believe that you have presented enough evidence to show that
Illinois Power’s storage fields operate in a safe, reliable, and efficient
manner?

Yes, I believe [ have presented overwhelming evidence to show that our
storage fields operate in a safe, reliable, and efficient manner. At best, Mr.
Lounsberry presents limited and incomplete discussions on several topics,
At worst, Mr. Lounsberry has no evidence on which to base his
conjectures.

Do you feel Illinois Power meets or exceeds Mr. Lounsberry’s definition
of safe, reliable, and efficient as stated in Staff data request number 597
Yes. Data Request number 59, asked “Throughout Mr. Lounsberry’s
testimony (ICC Staff Exhibit 2.00) he refers to [P being unable to operate
its storage In a safe, reliable, and efficient manner. What is Mr.
Lounsberry’s definition of: a) Safe, b) Reliable, ¢) Efficient”. Mr.
Lounsberry’s response was “a) Safe — Keeping employees and the public
free from danger or harm. b} Reliable — Something that is trustworthy or
is dependable. ¢) Efficient — Producing an effect with the minimum
amount of waste or unnecessary effort.” Based on my above testimony
and Mr. Hower's evidence, Illinois Power exceeds Mr. Lounsberry’s
definitions.

Does this conclude your testimony?
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No, I will conclude my testimony with a couple of observations. First, it
would seem to me that it would be more productive to engage in a
dialogue between Staff and the Company than to engage in a lengthy
analysis that is based on obvious misunderstandings and factual flaws built
in a vacuum. It is my hope that the parties can be more productive in each
other’s quest to provide the level of service dictated by the Public Utilities
Act. Second, because we have not yet received full and complete
responses to data requests submitted to Staff, I may need to supplement

my rebuttal testimony when we receive those responses.




